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PHILIPPINES: KEY ECONOMIC INDICATORS 


All values in US$ Million unless otherwise indicated 
Exchange Rates (Average for periods covered): First Annual 
1978: #7. 3658 Half Percent 
1979: 7.3775 1978 1979 1980P/ Change a/ 
1980: ¥7.4557 
INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (1980)b/ 24,244 .9r/ 29,879. 8r/ 37,105.6 
GNP at 1972 prices (1980)b/ 11,227. 8r/ 11,863. 8r/ 12,385.0 
Per capita GNP, current prices 
(1980)b/ $ 520.0 $ 641.4r/ $ 778.5 
Fixed-capital formation on durable 
equipment, 1972 prices b/ 1,213. 2r/ 1,298. 1r/ NA 
Personal income, current prices b/ 18,956.5r/ 23,159.3r/ NA 
Indices (1972 = 100) 
Mining (Physical vol. production) 134.2 141.3 123.0 
Manufacturing (physical vol. prod.) 126.3 131.9 136.3 
Average Labor Productivity (1980)c/ 107.6r/ 107.1P/ 107.9 
Average Industrial Money Wage 
(March 1980) 146.4 157.9 166.1 
Labor Force (000 workers) 17,785 18,440P/ . NA 
Average unemployment rate (%) (June) 4.7 3.5P/ NA 
MONEY AND PRICES 
Money Supply 2,300.6 2 535%.2 2,493.0 
Interest rate (%) d/ 10.7 12.8 13.6 
Indices: Manila (1972 = 100) 
Wholesale prices (Annual averages) 247.0 290.0 336.8 
Consumer prices (Annual averages) 202.9 241.1 274.7 
BALANCE OF PAYMENTS 
Central Bank Gross Reserve e/ 1,882.7 2,422.9 29G2 6 
Outstanding External Debt 8,195.3 9,778.3 11,023.0 
Annual debt service burden (1980) 1,007.0 1,252.7 1,478.4 
Annual debt service ratio (%) (1980)f/ 18.0 18.6 18.8 
Balance of Payments -54.0 -570.0 -201.0 
Balance of Trade (May 1980) -1,307.3 -1,541.0 -660.1 
Exports, f.o.b. (May 1980) 3,425.0 4,601.0 2,301.9 
U.S. Share (%) 33.4 29.8 26.2 
Imports, f.o.b. (May 1980) 4,732.2 6,142.0 2,962.0 
U.S. Share (%) 21.0 22.8 22,1 
Main imports from USA (May 1980): Machinery other than electric, $144.2 million; Cereals 
and cereal preparations, $63.8 million; Electric machinery, apparatus and appliances, 
$41.6 million; Transport equipment, $35.1 million; Explosives and miscellaneous chemical 
products, $35.0 million; chemical elements and compounds, $26.6 million. 
Main imports from abroad (May 1980): Petroleum and petroleum products, $781.5 million; 
Organic chemicals, $289.9 million; machinery specialized for particular industries, 
$167.6 million; General industrial machinery and equipment, $143.2 million; Road 
vehicles, $103.8 million; Cereals and cereal preparations, $76.6 million. 
t/ Revised. 
P/ Preliminary. 
a/ Comparison between that period of 1980 and ‘similar period in 1979. Percent changes for 
data originally available in pesos were calculated using peso values. 
b/ Peso values converted to dollars using average exchange rate for the period. 
c/ Labor Productivity measured in terms of net domestic product per employed person. 
d/ Weighted average of money market rates (borrowing & selling). 
e/ Outstanding as of end of period. 
f£/ For debt of over one year maturity as defined by RA 6142 as amended. 
Sources: Central Bank, National Census and Statistics Office, National Economic and 
Development Authority, Ministry of Labor. 
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SUMMARY : 


The first half of 1980 was marked by a much higher cost of 
petroleum imports, which increased the short-term external debt 
by 39 percent. Cost of shipping and debt service were also notice- 
ably higher. These added expenditures will be major factors in the 
Government's estimated balance-of-payments deficit of $380 million 
for the year. 


Exports during 1980 are estimated to increase by 31 percent, 
slightly less than the 34 percent improvement seen in 1979. Im- 
ports, responding to universally slower economic growth, will also 
Slow down showing a 27 percent increase, compared with 29 percent 
in 1979. Traditional exports of sugar and minerals such as copper 
and gold will improve considerably. Coconut products, despite in- 
creased volume, will be below 1979 earnings of $1 billion. 


The rate of inflation has been high, but is declining, with 
the annual rate of change of the Manila consumer price index aver- 
aging 14.8 percent for the first 6 months of 1980 and an annual 
rate of inflation for the second quarter of 1980 of only 10.3 per- 
cent. Two major petroleum product price increases were followed by 
wage and food price adjustments in February and August. 


Major programs have been advanced to restructure the manufac- 
turing, financial, and energy sectors, through tariff reform, uni- 
versal banking and accelerated domestic energy production. The re- 
forms promise long-run advantages to the economy. 


While this period of adjustment will probably see economic 
growth below the 6 percent levels enjoyed by the Philippines in 
the last half of the 1970's, certain sectors still hold consider- 
able growth potential because of priority projects. Construction, 
public utilities, gold and coal mining, agribusiness, fishing, re- 
habilitation of the textile and cement industries and transporta- 
tion are all engaged in or considering major development programs 
and offer trade or investment prospects. 


Unilateral tariff reduction between 1981 and 1985 will reduce 
the highest rates from 100 to 50 percent. An immediate effect will 
be to bring down tariffs on luxury goods and gradually reduce the 
rates on raw materials through finished goods to allow local manu- 
facturers to adjust to foreign competition. Tariff rates on some 
articles, particularly metal tools, earthmoving and certain other 
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categories of machinery will, however, be raised moderately, with 
the intention of protecting domestic industries encouraged to en- 
ter these fields. 


CURRENT ECONOMIC DEVELOPMENTS 
Trade Deficit Widens as Petroleum Cost Mounts 


The Ministry of Trade estimates that exports will reach $6,046 
billion in 1980, a slight decline in the rate of growth from 34 to 
31 percent over 1979. Imports are estimated to account for $7,830 
billion, but this will also be at a reduced rate of growth, from 
29 to 27 percent. 


The Central Bank officially estimates that the current account 
deficit for 1980 will be $2 billion, and the balance-of-payments 
deficit will be $380 million, compared with $1.56 billion and $570 
million, respectively, in 1979. The higher current account deficit 
is attributed to increased petroleum costs, now estimated at $2.6 
billion, compared with $1.3 billion in 1979, as well as higher out- 
flows for such invisibles as transportation and debt service. The 
smaller overall balance-of-payments deficit would be accounted for 
by larger capital inflows. 


During early 1980 greater petroleum costs, on terms as short 
as 30 days, required extensive use of short-term credits. Concur=- 
rently, high international interest rates discouraged the usual 
long-term capital flows and delayed fixed-term borrowing. Increased 
imports financed with short-term credits, registered as short-term 
Capital flows, decreased the overall balance-of-payments deficit 
in the first 6 months to $201 million. This pattern is expected to 
reverse itself later in 1980, as short-term borrowing eases and 
long-term capital inflows increase. 


Rate of Export Growth Expected to Decline Somewhat 


Traditional exports--which account for 53 percent of all ex- 
ports--are expected by the Ministry of Trade to amount to $3,232 
billion, an increase of 30 percent in 1980, slightly higher than 
the 29 percent rate of change for 1979. Nontraditional exports are 
projected to reach $1,769 billion, a 30 percent rate of growth but 
less than the spectacular 40 percent increase of 1979. 
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Among traditional exports, the Ministry of Trade estimates 
that an increase in the international sugar price and the volume 
of exports will account for revenue of $752 million in 1980, com- 
pared with $212 million the previous year. Mineral sales, esti- 
mated at $804 million, will also improve noticeably, compared with 
$566 million in earnings in 1979. The value of coconut products, 
however, is anticipated to decline slightly to $962 million, in 
spite of higher volume. Forest products are expected to rise about 
8 percent to $521 million because of increased value. 


Nontraditional manufactures, led by electronics and garments, 
are projected to grow by 32 percent, reaching a value of $2,039 
billion. Nontraditional unmanufactured products are expected to 
grow at a slower rate of 25 percent and account for $730 million 
in 1980. This group includes nickel, bananas, rice, and iron ore 
agglomerates. 


Short-term Foreign Debt Rises 


External debt increased 12.7 percent to just over $11 billion 
during the first 6 months of 1980. According to the Central Bank, 
79 percent of the external debt ($8.7 billion) is medium- to long- 
term amortization and 21 percent ($2.3 billion) is revolving or 


short-term credits of less than 1 year. Fixed term loans increased 
by 8 percent ($620 million) during the first half of 1980, but re- 
volving credits increased by 39 percent ($651 million) over 1979 
year-end levels. The sharp rise in revolving credits reflects con- 
Siderable drawdowns, about $540 million, by the private sector 

for petroleum purchases. 


The Central Bank signed a $200 million consolidation loan in 
February and a $100 million loan in August. It now plans to com- 
plete its scheduled $500 million on-loan to private industry with 
an additional $200 million consolidation loan later in the year. 
Between the February and August loans, the time period was short- 
ened from 10 to 8 years amortization, and the rate over LIBOR moved 
slightly from 0.75 percent to 0.875 percent. 


Money Supply Declines Sharply While Credit Rises 


The money supply (M,) declined sharply in the second quarter, 
falling at annualized rates of 25.0 percent in nominal terms and 
32.4 percent in real terms, forcing real liquidity down for the 
third semester in a row. Total liquidity, including both money and 
near or quasi-money, has been growing in nominal terms more slowly 
than the rate of inflation, and posted a real annualized rate of 
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decline of 8.2 percent in the first half of 1980, compared with a 
similar drop of 8.9 percent during 1979. The real money supply (M,) 
itself declined at an annualized rate of 18.4 percent in the first 
6 months of 1980, compared with a net drop of 8.5 percent during 
1979. 


On the other hand, after falling in real terms in the first 
quarter of 1980, total domestic credit rose sharply in the second 
quarter to keep the net 6-month annualized growth rate ahead of 
inflation by 3.4 percent, compared with a net real increase of 
3.8 percent during 1979. Second quarter growth was shared by both 
private and public sector credit (the latter comprises 10.7 per- 
cent of the total), which rose at annualized nominal rates of 
32.5 and 28.7 percent, respectively, or 19.4 and 16.0 percent in 
real terms. This brought the level of real public sector credit 
back up to its December 1979 level, which itself was 13.4 percent 
below a year earlier. 


Rate of Inflation Declines in 1980 


The rate of change of consumer price index (CPI) for Manila 
has declined, with an annualized rate of change averaging 14.8 
percent for the first 6 months of 1980 compared with 19.3 percent 
for the last 6 months of 1979 and 29.2 percent for the first 6 
months of 1979. In fact, the annualized rate of inflation for the 
second quarter of 1980 was only 10.3 percent. 


A presidential decree effective August 18, provides for an in- 
crease in the minimum wage rates of 1 peso (13 cents) a day and 
an increase in the emergency cost-of-living allowances for employ- 
ees earning up to 1500 pesos ($201.18) per month as follows: 60 
pesos ($8.04) a month for nonagricultural workers, 45 pesos ($6.03) 
a month for plantation workers, and 30 pesos ($4.02) a month for 
nonplantation workers. The new minimum daily wage of industrial 
workers in Manila, including base pay, emergency cost-of-living 
allowances, and 13th month bonus, is now 293.85 pesos ($4.00). The 
decree also provides for exemptions or deferment for firms that 
can demonstrate lack of ability to pay the increased minimum wages 
and allowances. 


1981 National Budget in Deficit by Almost $1.3 Billion 


The approved national government budget for the 1981 fiscal 
year will total $7,361 billion, of which $4,232 billion (57 per- 
cent) is earmarked for current expenses, $2,901 billion (39 per- 
cent) for capital development, and $228 million for debt repayment. 
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With central government receipts estimated at $6,085 billion, the 
1981 deficit is estimated at about 17 percent of the total or 
$1,276 billion, which will be met by domestic and foreign borrow- 
ing. 


Four new revenue measures are expected to raise an additional 
$175 million by increasing the tax on cigarettes and tobacco by 15 
percent, the liquor tax by 100 percent, the ad valorem tax and 
royalties on minerals to 3 percent on gold and 5 percent on copper 
and other minerals, and by doubling the revenues from forest prod- 
ucts through consolidation of the present 29 different charges in- 
to one final tax. 


Economic Restructuring: Tariff Reforms, Trade Liberalization, and 
Industrial Investment 


Restructuring the industrial sector from its import substitu- 
tion bias to a freer trade orientation moved ahead during the first 
half of 1980. Early in the year, the National Economic and Develop- 
ment Authority (NEDA) drastically reduced the list of "overcrowded 
industries," from 38 to 7, opening up formerly closed areas of 
manufacturing to new entrants. 


On August 1, President Marcos signed a decree approving a 
comprehensive restructuring of the tariff schedule that reduced 
rates on some 600 items over a 5-year period starting January l, 
1981. Tariff reduction will be staggered so local industry can ad- 
just. Tariffs on raw materials would be reduced to from 5 to 10 
percent; imported raw materials that could be obtained locally 
would be assessed at 10 to 25 percent. Intermediate or semiproc- 
essed goods used in domestic production would have a 20 to 30 per- 
cent tariff. Finished goods would have the maximum tariff rate 
of from 20 to 50 percent. The highest rate was formerly 100 percent. 


The Central Bank complimented the tariff reduction by lifting 
requirements for its foreign exchange approval on the importation 
of some 1,300 items in early September. 


To assist in industrial restructuring, the Philippines re- 
ceived World Bank approval for a loan of $200 million in September 
1980, with a possible $200 million for each of the 3 succeeding 
years. The loan will, among other things, help finance industrial 
imports and technical assistance, a trade promotion program, an 
expanded export credit program, dispersal of industries outside 
Manila and accelerated job promotion. 





In addition, the IBRD is also expected to approve early in 
1981 a $150 million “apex" loan funnelled through the Central 
Bank for relending to the private sector. The apex loan would help 
support industrial restructuring, probably financing renovation 
programs in the textile and cement industries. 


Universal Banking Aims at Developing Longer Term Credit 


Legislation to amend the banking laws to permit universal 
banking or comprehensive financial services was passed in April, 
followed by Central Bank regulations in July. Under the guidelines 
commercial banks and other financial institutions may engage in a 
variety of financial activities including investment banking, mort- 
gages and stock brokerage, as universal banks capitalized at pesos 
500 million ($67 million). Banks wishing to remain solely commer- 
cial must meet capitalization requirements of pesos 100 million 
($13.4 million) by the end of September. 


Universal banking has brought a flurry of proposed banking 
merger and take-over plans. Special tax legislation has been 
passed to encourage mergers by reducing capital gains taxes. The 
Central Bank Monetary Board has also introduced changes that would 
allow a floating interest rate known as the Manila Interbank 
Offered Rate (MIBOR) for medium- and long-term loans and a "lender- 
of-last resort" facility for the Central Bank. 


The ultimate results of universal banking are expected to be 
an expansion of longer-term credit, more efficient banking services 
and greater mobilization of domestic savings. 


Energy Alternatives Accelerated 


With the major emphasis on geothermal, hydropower and coal, 
the Government has announced an accelerated 5-year program in the 
1981 budget that would allocate $925.5 million in the first year. 
The energy program would account for about 12 percent of the entire 
$7.35 billion 1981 budget. 


In 1980 geothermal energy contributed 4.2 percent of the total 
national energy mix. This will be increased under the accelerated 
program to 12.2 percent in 1985. Development plans are also being 
drawn up to increase hydropower potential from the present 7.2 per- 
cent to 12.8 percent by mid-decade with capacity tripled in Luzon 
and Mindanao. The country's coal production is projected to in- 
crease from below 1 percent of the national energy source now to 





9 


6.3 percent by 1985. Coal conversions, slated for the cement in- 
dustry, as well as other energy intensive industry, mining and 
new power facilities, are expected to require coal imports until 
local industry can meet the increased demand. 


In addition, domestic petroleum production will also be in- 
tensified. Beginning in early 1980, output from the Palawan oil 
field declined from 40,000 barrels a day to 14,000 barrels a day. 
The next exploration area, the Cadlao field, is expected to start 
production in 1981 with an initial estimated capacity of 13,000 
barrels a day. This would bring 1981 production to 7.3 million 
metric barrels (MMB) or 7.5 percent of domestic energy needs. Sub- 
sequent increases in petroleum production are expected to raise 
domestic petroleum production to 18.3 MMB in 1985, 13.7 percent 
of national energy demand. The accelerated energy program is in- 
tended to cut energy dependence on imported petroleum from 77 per- 
cent in 1980 to about 41.3 percent in 1985. 


IMPLICATIONS FOR U. S. BUSINESS 


Favored Sectors will Achieve Higher than Average Growth 


Like most nonpetroleum exporting developing countries, 
the Philippines, may sustain a generally lower rate of economic 
growth over the next several years than the 6 percent gross na- 
tional product (GNP) growth rate of the last 5 years. Levels of 
real GNP growth of 5 percent or less are not unlikely for 1980 and 
1981. In spite of the spotty global outlook, the Philippines is 
in the midst of an ambitious export promotion, economic restruc- 
turing, employment generating, and major industrial project expan- 
sion program in order to be well positioned to take advantage of 
increased export demand it anticipates by 1982. If this effort is 
successful, growth rates may accelerate and certain favored sec- 
tors are likely to grow much faster than others. 


The construction industry will be sustained by large public 
works projects in energy development, roadbuilding and port con- 
struction. Hydropower projects, coal development and roadbuilding 
particularly may call for large earthmoving and other construction 
equipment. The IBRD-financed port expansion for Manila and four 
provincial ports call for container handling machinery, as well as 


wharf expansion and development. 
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During the first half of 1980, mining enjoyed the benefits 
of higher export prices for copper, gold, nickel, and iron. Four 
large copper mining projects are projected in the next few years, 
and gold mine rehabilitation and expansion is also possible if 
prices continue near present levels. 


The Philippines has a natural advantage in agriculture and 
food processing. There should be a continued interest in food 
processing machinery because of the Government encouragement of 
projects to step up domestic feed grain and animal protein pro- 
duction. Several large-scale palm oil plantations are planned for 
Mindanao starting in 1981. Other agribusiness projects in coffee 
and cocoa are also envisioned. Commercial fishing, shrimp culture 
and fish preparation are also seen as higher than average growth 
areas, requiring processing and freezing equipment. 


A generally slower rate of growth is seen in the manufacturing 
sector, particularly during the next 12-18 months as inflation 
eats into consumer spending and overhead expenses increase. Export 
demand is expected to remain relatively good in such manufactured 
items as transistorized electronics, garments, and rattan furni- 
ture. At this point, however, domestic and export industries are 
quite distinct, with little backlinking between them. Some 80 per- 
cent of production in the manufacturing sector is for domestic 
consumption. Under the economic restructuring program, this seg- 
ment of manufacturing will be encouraged to export more and will 
have to face stiffer import competition through certain incentives 
and penalties in the form of reduced tariff walls. While the slow 
economy and structural readjustment will probably add up to a more 
measured growth of manufacturing in general, certain industries 
such as cement and textiles should be placing significant orders 
for more efficient machinery. The cement industry is converting to 
coal and larger units, at the same time the textile industry is 
looking for newer, particularly nonautomatic, labor intensive 
machinery. 


Forestry is declining as timber stands disappear. Restrictions 
on log exports will encourage more local processing, although this 
may be more through consolidation than expansion of the industry. 


There are recognized needs for both better public service trans- 
portation and telephone communication installations. Philippine Air 
Lines is in the midst of an ambitious expansion program, and it has 
placed some orders for special ground transportation units such as 
double decker buses. The Philippine Long Distance Telephone Company 
has obtained a multimillion Eurodollar loan to modernize and expand 
equipment. 





11 


Tariffs Will Be Reduced on Many But Not All Imports 


Tariff rates on many food imports and luxury items--such as 
liquor and wines, perfumes, cosmetics, apparel, luggage, home fur- 
nishings, paper products, fabrics, footwear, and jewelry, among 
others--will gradually be reduced between 1981 and 1985 to about 
half, from former levels of 50 to 100 percent. The highest ulti- 
mate level on these items will be 50 percent. 


In connection with the tariff reform measures, the Central 
Bank will relax foreign exchange controls on some 1,300 items be- 
ginning January 1, 1981. Initial relaxation of foreign exchange 
controls is not likely to increase imports significantly since 
most of the items on the Central Bank list are expected to meet 
substantial competition from local produce and manufacture. Unlike 
the new tariff list, the Central Bank has not, at this point, made 
provision for relaxing currency controls on popular imports such 
as fresh temperate zone fruits, flour, cattle hides, wines or 
liquors, apparel or textiles. The Central Bank action is, however, 
expected to be the first of a series of steps that will more or 
less coincide with the 1981-85 tariff restructuring schedule, 
gradually setting the stage for progressive reduction of import 
restrictions, together with tariffs. 


Most, but not all, tariffs will be reduced under the new 
schedule starting January 1, 1981. Such metal items and machinery 
as saws, knives, tableware, engines, excavating machinery, certain 
agricultural, textile and machine tool apparatus, many formerly 
subject to 10 to 20 percent tariffs, will ultimately see increases 
up to 30 percent ad valorem. This will offer moderate domestic pro- 
tection to the mechanical engineering industry that is being offi- 
cially encouraged to develop locally. It will also help to equalize 
tariff rates across the board and thus reduce the unreasonably 
high effective rates of protection currently enjoyed by those firms 
relying on these lightly taxed imported inputs. While the increases 
are modest, they may act to affect adversely imports in these cate- 
gories, unless quality is markedly better or it is imported under 
a government investment incentive program duty free. 


% U, S, GOVERNMENT PRINTING OFFICE: 1980—341-007/348 





LOOKING FOR A GOOD 


market 
research 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, community, commercial, or 
economic conditions in more than 100 coun- 
tries. 

Included is all in-depth market research 
performed by Commerce's Export Develop- 
ment offices in support of the Department's 
trade promotion programs. 

About 50 reports, sent to Washington by 
U.S. Embassies and Consulates abroad, 
are received and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
U.S. Department of Commerce 

5285 Port Royal Road, 

Springfield, Virginia 22161 

Telephone: (703) 487-4630 


or your nearest 
U.S. Department of 
Commerce District Office 


or 
International Trade Administration 
Export Communications—Room 4009 
Attn: FMR Index 

U.S. Department of Commerce 
Washington, D.C. 20230 

Telephone: (202) 377-2373 





